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OATH OR AFFIRMATION

I, __Joe Jdolly, Jx, , swear {or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supportmg schedules pertaining to the firm of

doe Jolly & Company, Inc. , as
of _August 31 ‘ ,2002 , are true and correct. 1 further swear (or afﬁrm) that
neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

VaNA

%%L /Z/ "
%m/jo‘hu“ PUBLIC
STA
Notary Public :(4)‘\( ‘CoMMissio ::"‘ ALABAMA AT LARGE
ED THRU NOTARY pragy o (:11)!5 12, 2003
This report ** contains {check all applicable boxes): ERWRITERS

(a) Facing Page.

(b) Statement of Financial Condition.

{c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprletors Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

() A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

{n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

oogo8000e:

aaoa o

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Donaldson, Holman & West, P.C.

Certified Public Accountants e Business and Financial Consultants

INDEPENDENT AUDITORS’ REPORT

Board of Directors
Joe Jolly & Company, Inc.
Birmingham, Alabama

We have audited the statement of financial condition of Joe Jolly & Company, Inc. as of August
31, 2002. This statement of financial condition is the responsibility of the Company's manage-
ment. Our responsibility is to express an opinion on this statement of financial condition based
on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reason-
able assurance about whether the statement of financial condition is free of material misstate-
ment. An audit includes examining, on a test basis, evidence supporting the amounts and disclo-
sures in the statement of financial condition. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the statement of financial condition referred to in the first paragraph presents
fairly, in all material respects, the financial position of Joe Jolly & Company, Inc. at August 31,
2002, in conformity with accounting principles generally accepted in the United States of

America. T a‘%‘w/ M‘ﬁ"’“ /{/Lj P

September 19, 2002

3595 Grandview Parkway, Suite 100, Birmingham, Alabama 35243
TEL 205/278-0001 « FAX 205/278-0003 » www.dhwepa.com




Audited Statement of Financial Condition

Cash
Receivable
Customer
Employee advances
Interest
Corporate income tax deposits
Securities owned
Property and equipment, net
Deferred income taxes
Investment in oil and gas wells
Cash value of life insurance
Other assets

JOE JOLLY & COMPANY, INC.

August 31, 2002

Assets

See accompanying notes to statement of financial condition.

$ 1,630,842

35,182
65,600
75,118
49,413
4,554,970
120,017
33,917
75,000
78,913
650

$ 6,719,622




Liabilities and Stockholder's equity

Liabilities
Accounts payable
Accrued commission expense
Accrued expenses and other liabilities
Deferred income taxes

Stockholder's equity
Common stock
Retained earnings

$ 9,858
535,000
112,138
142,079

799,075

10,000
5,910,547

5,920,547

$ 6,719,622




JOEJOLLY & COMPANY, INC.

Notes to Statement of Financial Condition
August 31, 2002

Note 1 — Summary of significant accounting policies

Nature of business

Joe Jolly & Company, Inc. (the “Company”) is a registered broker-dealer. The accounting and
reporting policies of the Company conform to accounting principles generally accepted in the
United States of America and to general practice within the brokerage industry. The Company
reports the results of its operations and its financial condition using the accrual basis of accounting.

Revenue recognition

Security transactions and related gains, losses and expenses are recorded on a settlement date basis,
by the company. To conform to accounting principles generally accepted in the United States of
America the audited financial statements are adjusted to trade date accounting where appropriate.

Cash flows
The Company recognizes only operating accounts as cash for purposes of reporting cash flows.

Net cash flows from operating activities include interest payments of $16,425.

Property, furniture, equipment, and leasehold improvements
Property, fumiture, equipment, and leasehold improvements are stated at cost. Maintenance and

repairs are charged to expense as incurred. Gains and losses on disposals are credited or charged to
operations.

Depreciation and amortization

Depreciation and amortization are provided principally using straight-line and accelerated methods
over the estimated useful lives of the assets. Depreciation and amortization expense amounted to
$31,628 in 2002.

Income taxes

Deferred income taxes result from timing differences in the recognition of income and expense for
income tax reporting and for financial reporting purposes. These differences are primarily related to
the inventory market value adjustments, investment in oil and gas well deferred expenses, and a
state Net Operating Loss Carryforward. The deferred tax assets and liabilities represent the future
tax consequences of these differences, which will be either deductible or taxable when the assets
and liabilities are recovered or settled.




JOE JOLLY & COMPANY, INC.

Notes to Statement of Financial Condition
August 31, 2002

The provision for income taxes is as follows for the year ended August 31, 2002:

2002

Current:

Federal $ 240,681

State 43,406
Deferred:

Federal 45,225

State (6,272)

Total provision for income taxes $ 323,040

The difference between the provision for income taxes and the amount computed by applying the
maximum statutory rates is principally the effect of tax brackets, tax-exempt income, and non-
deductible expenses.

Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in United States of America requires management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly, actual results could differ from these esti-
mates.

Advertising cost

The Company expenses all advertising costs during the period in which they are incurred. During
2002, the Company charged $6,705 to advertising expense.

Note 2 - Uninsured cash balances

The Company maintains its cash balances at a high credit quality financial institution. At various
times throughout the years ended August 31, 2002, the Company had cash on deposit with the
financial institution in excess of federal depository insurance limits. The Company has not experi-
enced and does not anticipate any credit losses on these deposits.

Note 3 — Cash segregated under federal and other regulations

Cash of $0 at August 31, 2002, is segregated pursuant to the Customer Protection Rule (SEC Rule
15¢3-3) and represents funds deposited by customers as a result of trades or contracts.




JOE JOLLY & COMPANY, INC.

Notes to Statement of Financial Condition
August 31, 2002

Note 4 — Securities and investments

Dealer inventory and investment securities are carried at market value and consisted of the fol-
lowing at August 31, 2002.

Market
Value Cost
U.S. government obligations $ - $ -
State and municipal obligations 4,544,970 4,162,835
Corporate stock 10,000 12,400

$4,554,970 $4,175,235

Investments in oil and gas wells are carried at their estimated recoverable cost.

Note 5 — Receivables

The receivables from brokers and dealers represent amounts due under joint venture contracts with
other dealers for security transactions occurring prior to August 31, 2002. These receivables
amounted to $0 in 2002.

Note 6 — Commitments and subsequent events

The Company leases various office facilities under operating leases expiring through 2005. The
leases provide for renewal options for periods from two to five years. One lease agreement contains
an escalation clause, which increases the base rental by the percentage change in the consumer price
index annually.

Aggregate minimum future lease commitments are as follows:

Amount

Year ending August 31,
12003 $ 78,393
2004 78,288
2005 80,618

$237,299

Rental expense amounted to $83,060 in 2002.




JOE JOLLY & COMPANY, INC.

Notes to Statement of Financial Condition
August 31, 2002

Note 7 — Profit sharing plan

The Company sponsors a noncontributory profit sharing plan that covers substantially all employ-
ees. Contributions to the plan are made at the sole discretion of the Company's Board of Directors
and are influenced by tax regulations. No contributions were made to the plan during 2002.

Note 8 — Related party transactions

The Company has entered into sales transactions with its principal stockholder (related party). Such
transactions were made in the ordinary course of business on substantially the same terms and con-
ditions as those prevailing at the same time for comparable transactions with other customers, and
did not, in the opinion of management, involve any credit risk or present other unfavorable features.

In addition, the Company maintains a split-dollar insurance agreement with the principal stock-
holder. Under the terms of this agreement, the Company maintains a $200,000 insurance policy on
the principal stockholder’s life. Upon death of the principal stockholder, the Company is entitled to
recover the greater of cash value or premiums paid.

Note 9 — Regulatory requirements

As a registered broker-dealer, the Company is subject to the Securities and Exchange Commission's
(SEC) uniform net capital rule. The Company is prohibited from engaging in any securities trans-
actions when its "net capital" is less than the greater of $100,000 or 6-2/3% of its "aggregate
indebtedness". At August 31, 2002, the Company had net capital of $3,965,189, which was
approximately $3,865,189 in excess of the minimum of net capital required.

Note 10 — Annual audit report

The audited financial statements of Joe Jolly & Company, Inc., for the most recent audit period are
available at the principal office of Joe Jolly & Company, Inc., and will be mailed upon written
request pursuant to SEC Rule 17a-5.
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Donaldson, Holman & West, P.C.

Certified Public Accountants e Business and Financial Consultants

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL
STRUCTURE REQUIRED BY SEC RULE 17A-5

Board of Directors
Joe Jolly & Company, Inc.
Birmingham, Alabama

In planning and performing our audit of the financial statements of Joe Jolly & Company, Inc.,
for the year ended August 31, 2002, we considered its internal control, including control activi-
ties for safeguarding securities, in order to determine our auditing procedures for the purpose of
expressing our opinion on the financial statements and not to provide assurance on the internal
control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission, we have made
a study of the practices and procedures (including tests of compliance with such practices and
procedures) followed by Joe Jolly & Company, Inc., that we considered relevant to the objectives
stated in rule 17a-5(g), in making the periodic computations of aggregate indebtedness (or aggre-
gate debits) and net capital under rule 17a-3(a)(11); and the procedures for determining compli-
ance with the exemptive provisions of rule 15¢3-3. We did not review the practices and proce-
dures followed by the Company in making the quarterly securities examinations, counts, verifi-
cations and comparisons, and the recordation of differences required by rule 17a-13 or in com-
plying with the requirements for prompt payment for securities under section 8 of Regulation T
of the Board of Governors of the Federal Reserve System, because the Company does not carry
security accounts for customers or perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining an internal con-
trol structure and the practices and procedures referred to in the preceding paragraph. In fulfilling
this responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of controls, and of the practices and procedures referred to in the pre-
ceding paragraph and to assess whether those practices and procedures can be expected to
achieve the SEC's above mentioned objectives. Two of the objectives of an internal control and
the practices and procedures are to provide management with reasonable, but not absolute, assur-
ance that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition and that transactions are executed in accordance with manage-
ment's authorization and recorded properly to permit preparation of financial statements in con-
formity with generally accepted accounting principles. Rule 17a-5(g) lists additional objectives
of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in any internal control structure or the practices and procedures
referred to above, errors or fraud may occur and not be detected. Also, projection of any evalua-
tion of them to future periods is subject to the risk that they may become inadequate

3595 Grandview Parkway, Suite 100, Birmingham, Alabama 35243
TEL 205/278-0001  FAX 205/278-0003 « www.dhwcpa.com




Board of Directors
Page 2

because of changes in conditions or that the effectiveness of their design and operation may dete-
riorate.

Our consideration of the internal control structure would not necessarily disclose all matters in
the internal control structure that might be material weaknesses under standards established by
the American Institute of Certified Public Accountants. A material weakness is a condition in
which the design or operation of the specific internal control components does not reduce to a
relatively low level the risk that errors or fraud in amounts that would be material in relation to
the financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. However, we noted no
matters involving the internal control, including control activities for safeguarding securities that
we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Company's practices and procedures were adequate at August 31, 2002, to meet the
Commission's objectives.

This report is intended solely for the use of management, the Securities and Exchange
Commission, the New York Stock Exchange, and other regulatory agencies, which rely on Rule
17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers and
dealers, and should not be used for any other purpose.

}Dna/%ﬂ, /pé'gkw;/k/p% .

September 19, 2002




